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During the two sessions in year 2005, Premier Minister Li Keqiang demanded that 
the marked-oriented reform of interest rate should be promoted to establish a sound 
interest rate framework for the central bank. In recent years, the market-oriented reform 
of interest rate and the central bank’s interest rate regulation policy has become the focus 
of our financial reform. In 2014, the central banker made it clear that our monetary policy 
framework should convert from the original quantitative monetary policy to the priced 
monetary policy, and he also promoted the way to realize it, that is to control the short-
term interest rate through the interest rate corridor thus to lead the long-term interest rate 
to change so as to guide the real economy. In the mean time, the basic framework of the 
interest rate corridor was also put forward, which was to control the short-term base rate 
by the central bank’s open market operation on the basis between the commercial bank’s 
excess reserve ratios and the standing lending facility rate. 
This essay, based on the traditional Keynesian monetary policy transmission 
mechanism, examines the feasibility and effectiveness of the possible operation mode for 
the interest rate corridor mechanism by dividing our country’s interest rate corridor 
monetary transmission path into three parts. The following conclusions are draw by the 
empirical analysis: (1) the 7-day reverse repo rate operated by the central bank have 
important impacts on the representative market interest rate Shibor; (2) the short-term 
Shibor has no significant effect on the weighted average interest rate of the financial 
institutions’ yuan loans from the medium and long term credit market, on the contrary, 
the lending rate could cause Shibor to change; (3) the priced monetary policy transmission 
mechanism, which is represented by the interest rate of the lending market, is not smooth; 
while the quantitative monetary policy, which is represented by the financial institutions’ 
outstanding loans, can effectively cause investments and output to change. Therefore, 
four recommendations are proposed: to smooth the transmission mechanism for the 
priced monetary policy; to promote the level of interest rate marketization to perfect the 
base interest rate place for Shibor, thus facilitating the transmission effect from the short 
term interest rate to the long term interest rate; to build reasonable interest rate corridor 
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